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INTERSTATE COMMERCE COMMISSION

Comments are requested on the proposal by the ICC to adopt the recommendation by the
Railroad Accounting Principles Board regarding its Data Integrity principle (see
the 3/31/88 Fed. Reg.. p. 10410).
The proposal would require independent public
accountants to comply with Statements on Auditing Standards No. 35 and with the
AICPA's Statement on Standards for Attestation Engagements when preparing railroad
audit reports using agreed-upon procedures.
Comments must be filed on or before
4/30/88 and should be sent to Docket No. 40165, Office of the Secretary, Case
Control Branch, ICC, Washington, D.C. 20423.
For further information after
reading the proposal, contact William F. Moss III at the ICC at 202/275-7510.

SECURITIES AND EXCHANGE COMMISSION
A new rule that would require enhanced disclosure of potential opinion shopping
situations and a proposal to reduce the time period for filing Form 8K and the
former auditor's response to the 8K were the subject of an SEC open meeting on
4/7/88. The SEC adopted a new rule which requires companies that change auditors
to provide more information about their disagreements with their former auditors.
Registrants will also be required to provide more information about their prior
contacts with their new auditors.
According to Ed Coulson, Chief Accountant at
the SEC, this proposal may generate disclosure of consultations or advice of
accountants to registrants which have no relationship to opinion shopping.
However, this requirement may disclose a problem situation and perhaps may dispel
rampant opinion shopping.
The Commission also approved proposals to reduce the
time period for filing Form 8K and filings required in response to the 8K.
The
proposal would require a registrant to file Form 8K within 5 calendar days rather
than the present requirement of 15 days.
The time period for the filing of a
former accountant’s letter responding to the registrant's 8K would be reduced from
30 to 10 calendar days.
Additionally, the proposal would require the registrants
to file the letter with the Commission within two calendar days after it is
received.
The former accountant would be permitted to provide an interim letter
to the registrant which also must be filed within two days.
The Commission
expects to allow a 30-day comment period on the proposal.

SMALL BUSINESS ADMINISTRATION
Applications and/or proposals to provide innovative forms of management and technical
assistance, nationally, to individuals and businesses eligible to receive such
assistance under sections 7(j) and 8(a) of the Small Business Act are being
accepted by the SBA's Office of Minority Small Business and Capital Ownership
Development
(see the 4/1/88 Fed. Reg.. pp. 10580-81).
Specifically the
solicitation seeks "innovative proposals" to provide assistance in the following
areas:
1) Financial management; 2) Transition management for 8(a) firms; 3)
Competitive procurement development; 4) Export development; and 5) Rural small
business development.
The SBA said that proposals submitted under this
solicitation "should deal substantively with long term problems and/or
opportunities within the socially/economically disadvantaged business community."
The proposals, furthermore, must be "unique in concept, content, and/or
methodology" and must address one of the above areas.
Applications and/or
proposals must be submitted by 6/13/88 at 5:00 p.m., local time, at the U.S. SBA
Regional Office, or Central Office, in accordance with the geographic scope of the
proposed effort.
Applications are available by telephoning at the SBA either
Arthur E. Collins at 202/653-6524 or Gail Britt at 202/653-6361, or by writing the
U.S. SBA, Office of Minority Small Business and Capital Ownership Development,
OMTA, 1441 L Street, N.W., Room 602, Washington, D.C. 20416.
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TREASURY, DEPARTMENT OF
Additional guidance concerning the election that partnerships and S corporations may
make under section 444 of the Internal Revenue Code has been issued by the IRS in
an advance copy of Notice 88-49.
The notice said "some uncertainty" exists
because comprehensive temporary regulations regarding sections 444, 7519, and 280H
of the Code have not yet been issued. The IRS expects those temporary regulations
to be issued "in the very near future." The purpose of Notice 88-49, according to
the IRS, is to "reduce the remaining uncertainty" by 1) waiving certain penalties
that would otherwise be imposed on owners, of partnerships and S corporations
considering a section 444 election, who must take certain actions by 4/15/88; and
2) answering the most common and important unanswered questions regarding these
sanctions, so that most partnerships and S corporations will be able to decide
whether they will make a section 444 election when regulations and the election
form are issued.
Regarding penalty waivers, the notice said that if an owner is
assessed a penalty under section 6651(a)(2) for failure to pay income tax or a
penalty under section 6654 for underpayment of its first quarter 1988 estimated
payment, the IRS will waive the portion of such penalty that is attributable to
section 444.
The notice also said no penalty will be assessed under section
6651(a)(1) for failure to file a timely return against an owner who has timely
filed a request for extension of time to file but paid insufficient tax with the
request for extension.
The portion of the penalty attributable to section 444 is
an "amount equal to the difference between what the penalty would be assuming a
section 444 election is made and what the penalty would be assuming a section 444
election is not made." The IRS also said the penalty waiver only applies to that
portion of the penalty that is attributable to an underpayment from the due date
through 8/15/88.
In addition, the IRS said it will not be able to identify those
eligible for the penalty waiver, so eligible taxpayers will have to return their
penalty notice to the IRS with an explanation that they are eligible for a penalty
waiver under Section III. B. of Notice 88-49, including identification of the
partnership or S corporation and the portion of the penalty attributable to each
such entity.
The IRS also noted that interest must be paid on any underpayment of
income tax beginning with the due date of the tax.
Notice 88-49 also provides
information about the forthcoming temporary regulations concerning 1) newly formed
S corporations making a 444 election; 2) the "applicable percentage" for the first
taxable year beginning in 1987; 3) entities liquidated or sold for tax purposes
prior to making a section 444 election, 4) "re-activating" an S election; and 5)
whether required payments can effectively be computed on the same income in the
case of a tiered structure. Notice 88-49 is scheduled to be published in Internal
Revenue Bulletin 1988-16, dated 4/18/88.
The IRS said publication of the notice
will not mark the beginning of the 60-day period for making a section 444
election; the 60-day period will begin when the temporary regulations are
published in the Federal Register.
For further information after reading Notice
88-49, please contact Arthur E. Davis III at the IRS at 202/566-3238.

IRS proposed regulations concerning the limitations on passive activity losses and
credits will be the subject of a 6/28/88 IRS public hearing (see the 3/29/88 Fed.
Reg. . p. 10104).
The regulations were issued to conform to changes in the law
made by sections 501 and 502 of the Tax Reform Act of 1986, which disallows the
passive activity loss and credit for the taxable year (see the 2/29/88 Wash.
Rpt.).
Included in the proposal are definitions of, among other terms, "material
participation," "passive activity," and "trade or business activity."
The
hearing is scheduled to begin at 10:00 a.m. on 6/28/88 in the IRS Auditorium, 7400
Corridor, Internal Revenue Building, 1111 Constitution Ave., NW, Washington, D.C.
Requests to speak and outlines of oral comments should be submitted to the
Commissioner of Internal Revenue, ATTN:
CC:LR:T (LR-14-88), Washington, D.C.
20224, no later than 6/14/88.
If further information is needed after reading the
notice, contact Marcia Evans at the IRS at 202/566-3935.
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TREASURY. DEPARTMENT OF

Preparers of 1987 IRS Forms 1041, U.S, Fiduciary Income Tax Returns, will not be
penalized for failure to manually sign the returns, according to the IRS in an
advance copy of Notice 88-48.
Enactment of new Internal Revenue Code section 645
forced certain preparers to manually sign multiple Forms 1041.
According to the
Service, this has created "hardships for income tax return preparers responsible
for the preparation of large numbers of such returns."
Therefore, the IRS will
not assert the section 6695(b) penalty against a preparer of 1987 Forms 1041 for
failure to sign a return if the following conditions are met.
First, in addition
to submitting the forms, the preparer must submit a manually signed letter listing
the taxpayer's name and identification number and declare, under penalty of
perjury, that the facsimile signature represents his true signature.
Second,
after the facsimile signature is affixed, no person, other than the preparer may
alter entries on the forms, other than to correct arithmetical errors, and lastly,
the preparer or his employer must retain and make available, upon request by the
IRS, the manually signed letter and a record of any arithmetical errors corrected.
Notice 88-48 is scheduled to appear in Internal Revenue Bulletin 1988-16, dated
4/18/88.
If further information is needed after reviewing the notice, contact
Stan Michaels at the IRS at 202/566-3626.
SPECIAL:

JOINT COMMITTEE ON TAXATION ISSUES TECHNICAL CORRECTIONS ACT DESCRIPTION

A description of the Technical Corrections Act of 1988 has been issued by the staff of
the Joint Committee on Taxation.
The Joint Committee said the amendments made by
the Technical Corrections Act of 1988, H.R. 4333 and S. 2238, are "intended to
correct, clarify, or conform various recently enacted tax provisions."
H.R. 4333
and S. 2238 were introduced in the House of Representatives and Senate 3/31/88
(see the 4/4/88 Wash. Rpt.).
The pamphlet issued by the Joint Committee is
entitled "Joint Committee on Taxation Staff Description (JCS-10-88) of Proposed
Technical Corrections Act of 1988." The description is now available at a cost of
$12 from the Government Printing Office’s (GPO) main bookstore at 710 N. Capitol
Street, Washington, D.C. and will soon be available by mail from the GPO by
calling 202/275-3031.
SPECIAL:

AICPA PRESENTS TESTIMONY TO HOUSE WAYS AND MEANS SUBCOMMITTEE ABOUT CIVIL TAX
PENALTIES

Testimony about the civil tax penalty system of the Internal Revenue Code and the
AICPA's Penalty Tax Force was presented to the House Ways and Means Subcommittee
on Oversight 3/31/88 in Washington, D.C. by Herbert J. Lerner, chairman of the
AICPA's Federal taxation Executive Committee. He recommended several areas to the
Subcommittee for consideration including an examination of each penalty to
determine which are effective and which are ineffective in achieving the stated
goal, the relative impact of examinations, as compared to penalties, in
encouraging taxpayer compliance, and the severity of the penalty in relation to
the seriousness of the infraction.
Mr. Lerner also noted that "implicit in the
wholesale assertion of some penalties seems to be an underlying assumption of
taxpayer or practitioner guilt."
He cited as an example the "current information
matching program in which the IRS matches income reported by third parties with
income contained in the recipient taxpayer's filed tax returns."
Mr. Lerner
described the matching program as an "effective and worthy compliance tool," but
said a "presumptive negligence penalty is automatically asserted without adequate
opportunity for corrective follow-up."
He also cautioned that the IRS' present
effort to emphasize taxpayer service and foster better relations with taxpayers
and practitioners could be "diluted by the wholesale assertion of what may well be
perceived to be unduly harsh penalties."
Mr. Lerner suggested that "perhaps
inadvertent errors or first time failures, for example in the information
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reporting area, should be dealt with less severely than other situations."
He
said that from the practitioner’s viewpoint there is another implication involving
the ability of CPAs and other tax practitioners to practice before the IRS, which
is governed by the provisions of Treasury Circular 230.
Mr. Lerner said that
"when one considers that the mere assertion of a penalty can call into issue the
practitioner's future right to practice, it is essential that the severity of the
penalty be carefully matched with the seriousness of the infraction."
About the AICPA Penalty Task force, Mr. Lerner told the Subcommittee the Task
Force would explore the following issues:
1) The clarity of statutes imposing
penalties; 2) The availability of IRS interpretive guidance on the penalty
structure; 3) Definitional and interpretive problems, especially reasonable cause,
due diligence, and negligence; 4) The effectiveness of the review and appeals
process within the IRS; 5) The quality control and review at District and Service
Center levels; 6) The system and procedures for taxpayer appeal; and 7) Taxpayer
notification of rights regarding penalty assertions.
Mr. Lerner also said, "One
approach our task force is exploring for the rationalization and simplification of
the entire penalty structure is to analyze separately the penalty and the
punishable infraction.
It may well be that there are many punishable infractions,
but it does not necessarily follow that each such infraction must have a
separately defined penalty.
It should be possible to develop a small number of
penalties--perhaps five or six--of varying levels of severity and then simply
identify one of them to apply to each infraction."
The Penalty Task Force is
composed of individuals from national, regional, and local firms from throughout
the United States.
The Penalty Task Force plans to conduct a practitioner survey
which will reflect the opinions and experiences of the 20,000 AICPA Tax Division
members focusing on the administrability of the penalty system. Earlier this year
the Senate Finance Subcommittee on Private Retirement Plans and Oversight of the
Internal Revenue Service held a similar hearing at which Mr. Lerner also testified
(see the 3/21/88 Wash. Rpt.).

SPECIAL:

WAYS AND MEANS COMMITTEE RELEASES 1988 "GREEN BOOK”

The 1988 edition of "Background Material and Data on Programs Within the Jurisdiction
of the Committee on Ways and Means" is now available in Government Printing Office
(GPO) bookstores.
The document, better known as the "Green Book," integrates a
description of each program within the jurisdiction of the House Ways and Means
Committee with current data describing the population served by the program, an
analysis of interactions with other major programs, and historical information
relating to the program.
It also contains data and discussion on such other
matters as trust funds, revenues, and the budget.
In announcing the publication
of the 1988 edition, Rep. Dan Rostenkowski (D-IL), chairman of the Ways and Means
Committee, said, "The Green Book has been an invaluable resource for those who
want to know more about Federal social spending and taxation."
Copies of the
document are available at a cost of $27 from GPO bookstores or by calling the GPO
at 202/275-3031.
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For further information contact Shirley Twillman at 202/737-6600.
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